EXAMINATION  QUESTIONS 

for  Certified  Public  Accountants 


BULLETIN  622 

1940 


Commonwealth  of  Pennsylvania 
DEPARTMENT  OF  PUBLIC  INSTRUCTION 
Bureau  of  Professional  Licensing 
HARRISBURG 


THE  STATE  BOARD  FOR  THE 
EXAMINATION  OF  PUBLIC  ACCOUNTANTS 


Chairman:  J.  Cyril  McGarrigle.  .Philadelphia 

Secretary:  Robert  J.  Bennett.  ..  .Philadelphia 

Ch.^iRles  H.  Steel Philadelphia 

M.  C.  Conick Pittsburgh 

Wilhelm  E.  Shissler New  Cumberland 

Member  Ex  Officio:  Fr.ancis  B.  Haas,  Superin- 
tendent of  Public  Instruction. 


EXAMINATION  QUESTIONS 
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Pennsylvania  State  Board  Examination  Questions,  November,  1940, 
by  the  State  Board  for  the  Examination  of  Public  Accountants 


EXAMINATION  IN  GENERAL  ACCOUNTING 


Thursday,  November  7,  1940,  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidates — Mere  answers  to  questions  do  not  provide 
sufficient  evidence  of  ability.  An  air  of  appearance  of  professional 
workmanship  is  desired — including  neatness,  absence  of  amateur 
performance,  set-up  of  answers,  and  clearness  of  explanations. 
Place  your  candidate  number  and  page  number  at  the  top  right- 
hand  corner.  Papers  are  to  be  clipped  at  the  top  left-hand  comer. 
Note  that  each  question  is  allowed  a given  number  of  credits. 


QUESTION  NO.  1— Weight,  5 Points 

(1)  Outline  the  approved  short-form  of  report  or  opinion  in  use  by 
certified  public  accountants  for  reports  of  corporations  to  which 
no  reservations  or  qualifications  are  made; 

(2)  Is  the  extent  of  the  examination  required  in  order  that  the  above 
certificate  may  be  used  outlined  in  any  publication  or  publica- 
tions, and  if  so,  state  by  title; 

(3)  State  the  requirements  of  the  Securities  and  Exchange  Commis- 
sion for  the  examination  of  financial  statements  included  in  a 
registration  statement. 


QUESTION  NO.  2— Weight,  8 Points 

The  statements  of  the  T Company,  a Pennsylvania  Corporation, 
have  been  verified  as  correct  by  you  before  provision  for  taxes,  other 
than  Social  Security,  Pennsylvania  and  other  State  and  Federal  Un- 
employment Taxes,  Real  Estate  and  miscellaneous  taxes. 
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The  Balance  Sheet  of  the  Company  at  December  31,  1939,  on  the 
above  basis  was  as  follows: 

Assets 


Cash  $50,000.00 

Accounts  Receivable,  net  of  Reserve  for  Bad  Debts 200,000.00 

Inventories  300,000.00 

Marketable  Investments  (Market  Value,  $42,500.00)  100,000.00 

Land  50,000.00 

Buildings,  net  of  Reserve  for  Depreciation  125,000.00 

Machinery  and  Equipment,  net  of  Reserve  for  Depreciation  . . 150,000.00 
Deferred  Charges  3,500.00 


$978,500.00 


Lubilities 


Accounts  Payable  $200,000.00 

Accrued  Pay  Roll  5,000.00 

Accrued  Pay  Roll  Taxes  1,498.38 

First  Motgage  Payable  (5%)  (due  1950)  80,000.00 


$286,498.38 


Capital  Stock  $250,000.00 

Surplus  442,001.62 


$692,001.62 

$978,500.00 


The  profit  for  the  year  1939,  after  taxes  on  real  estate,  payrolls  and 
miscellaneous  taxes,  w\as  $50,000.00. 

Your  examination  developed  additional  facts  as  follow^s: 

The  business  of  the  Company  is  assignable  100%  to  Pennsyl- 
vania; the  assets  are  located  in  Pennsylvania  and  the  securities 
owned  are  corporate  bonds  or  stocks  of  foreign  corporations; 

The  First  Mortgage  is  owned  by  an  individual  resident  of 
Pennsylvania  and  interest  was  paid  for  the  year; 

The  assessed  valuation  of  the  Land  and  Buildings,  at  100% 
value,  for  local  taxation  for  1939  wms  $80,000.00; 

The  adjusted  declared  value  for  Federal  Capital  Stock  Taxes 
for  the  year  ended  June  30,  1939,  was  $451,000.00  and  the  tax 
thereon  was  correctly  accrued  at  December  31,  1938. 

Net  Profits,  transferred  to  Surplus,  and  Dividends  for  the  years 
noted  were  as  follows: 


Profits  Dividends 

1939  *$  — $25,000.00 

1938  35,000.00  25,000.00 

1937  35,000.00  25,000.00 

1936  35,000.00  25,000.00 

1935  41,001.62  25,000.00 

1934  40,000.00  25,000.00 

1933  35,000.00  25,000.00 


* To  be  determined. 
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REQUIRED: 

Comi)ute  the  estimated  additional  taxes,  other  than  Income  Taxes, 
and  compute  the  Income  Taxes  for  which  tlie  Company  is  liable. 

The  factor  for  the  Pennsylvania  Corporate  Net  Income  Tax,  after 
deduction  of  tentative  Federal  Income  Tax,  is  .066243967. 


QUESTION  NO.  3— Weight,  5 Points 

In  the  case  of  County  X,  Pennsylvania,  contractors’  bids,  signed 
and  sealed,  are  submitted  to  the  County  Controller.  The  bid  blanks 
for  “lump  sum”  construction  contracts  call  for  the  following  informa- 
tion, the  item  prices  being  recpiested  in  order  that  adjustment  can  be 
made  for  actual  work  done  or  actual  quantities  furnished  upon  the 
completion  of  the  contract: 


Item 

Description  oj  Item 

Estimated 
Measurejnent 
or  Quantity 

Price  Per  Unit 

Total  Price 
for  Item 

1 

A 

1,000  cu.  yds. 
500  cu.yds. 
100,000  lbs. 

2 

B 

3 

C 

etc. 

■ etc. 

etc. 

etc. 

etc. 

etc. 

Total  Contract  Price 


The  sealed  bids  are  presented  by  the  Controller  at  a public  board 
meeting,  where  each  bid  is  opened  by  him,  immediately  after  he  has 
allowed  the  duly  authorized  board  members  to  first  examine  the 
sealed  envelope.  The  Controller  then  calls  out  the  name  of  the  bidder 
and  the  “Total  Contract  Price.”  The  Controller’s  secretary,  the  board’s 
secretary,  and  the  board’s  contract  clerk  all  tabulate  the  contractors’ 
names  and  “Total  Contract  Price.” 

Final  award  is  not  made  at  this  meeting,  the  bid  papers  being  given 
to  the  contract  clerk  wdiose  duty  it  is  to  check  the  mathematical  accu- 
racy of  the  calculations  on  each  bid  and  to  prepare  a single  tabulation 
showing  the  “Price  Per  Unit,”  “Total  Price  for  Item,”  and  “Total 
Contract  Price”  for  all  bidders.  If  the  contract  clerk  discovers  any 
errors  in  extension  or  addition,  he  corrects  the  figures  and  uses  the 
corrected  figures  in  preparing  the  tablulation  notecl  above. 

Final  award  is  then  made  at  the  next  open  meeting  of  the  board  to 
the  low  bidder  on  the  basis  of  the  “Total  Contract  Price”  figures  on 
the  tabulation  prepared  by  the  contract  clerk. 

REQUIRED: 

Assuming  that  there  is  no  objection  to  the  low  bidder  on  the 
grounds  of  experience,  financial  responsibility,  equipment,  etc., 
and  that  from  an  engineering  standpoint  the  contract  is  com- 
pleted in  accordance  with  the  contract  specifications,  (D  point 
out  the  weakness  in  the  awarding  procedure,  and  (2)  suggest 
a more  effective  procedure. 
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QUESTION  NO.  4 — Weight,  8 Points 

Assume  that  you  have  audited  the  following  Balance  Sheet,  Profit 
and  Loss  and  Surplus  Statements  of  the  A.  B.  C.  Manufacturing 
Company  (a  Pennsylvania  Corporation)  as  at  December  31,  1939: 


Assets 

Current  Assets: 

Cash  in  Banks  and  On  Hand  $47,300.00 

Marketable  Securities,  Market  Value  (Cost,  $30,000.00)  20,000.00 

Accounts  Receivable: 

Customers  $250,000.00 

Other  5,000.00 


$255,000.00 

Less:  Reserve  for  Doubtful  Accounts  17,500.00 

237,500.00 

Inventories  at  Lower  of  Cost  or  Market: 

Raw  Materials  $150,000.00 

Work  in  Process  20,000.00 

Finished  Goods  100,000.00 

Supplies  5,000.00 

275,000.00 


Total  currents  assets  $579,800.00 

Notes  Receivable  Due  after  One  Year  10, 000 .(X) 

Property,  Plant  and  Equipment: 

Land  $30,000.00 

Buildings  150,000.00 

Machinery  and  Equipment  200,000.00 

Furniture  and  Fixtures  10,000.00 


$390,000.00 

Less:  Reserve  for  Depreciation  92,500.00 

297,500.00 

Prepaid  Expenses  and  Deferred  Charges: 

Prepaid  Insurance  $5,000.00 

Prepaid  Advertising  2,000.00 

7,000.00 


Total  $894,300.00 


Li.\bilities 

Current  Liabilities: 

Notes  Payable  $50,000.00 

Accounts  Payable 200,000.00 

Accrued  Liabilities: 

Wages  $5,000.00 

Federal  and  State  Taxes  37,300.00 

Interest  300.00 

42,600.00 


Total  Current  Liabilities  $292,60O.(X) 

Common  Capital  Stock,  par  value  $100.00  a share: 

Authorized  and  Issued,  4,000  shares  $400,000.00 

Earned  Surplus  201,700.00 

$601,700.00 


Total  $894,300.00 
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Profit  and  Loss  Statement 

Gross  Sales  S960,000.00 

Less:  Returns  and  Allowances  96,000,00 

Net  Sales  S864, 000.00 

Cost  of  Sales  (Includes  S14, 550.00  Depreciation)  590,550.00 

Gross  Profit  on  Sales  8273,450.00 

Selling  and  Administrative  Expense  138,500.00 

Net  Profit  Before  Other  Income  and  Charges  $134,950.00 

Other  Income: 

Miscellaneous  Income  4,000.00 

8138,950.00 

Other  Charges: 

Interest  on  Notes  Payable  $2,500.00 

Provision  for  Pennsylvania  and  Federal  Capital  Stock 

Tax  6.200.00 

Provision  for  Federal  Income  Tax  24,800.00 

Provision  for  Pennsylvania  Income  Tax  6,300.00 

Adjusting  Investments  to  Current  Market  Value  ...  3,000.00 

42,800.00 

Net  Profit  $96,150.00 


Surplus 

Balance,  January  1,  1939  $125,550.00 

Net  Profit,  January  1 to  December  31,  1939  96,150.00 

$221,700.00 

Dividends  Paid,  $5.00  a Share  20,000.00 

Balance,  December  31,  1939  $201,700.00 


REQUIRED: 

^Lith  the  following  additional  facts,  prepare  a detailed  report  to 
be  used  as  a basis  of  obtaining  credit  from  a bank.  Do  not 
repeat  the  financial  statements  in  your  report.  You  may  as- 
sume that  this  would  be  done  in  actual  practice. 

Accounts  Receivable,  Customers: 

Billed  in  December,  1939  $100,000.00 

November,  1939  60,000.00 

October,  1939  40,000.00 

Prior  to  October  1,  1939  50,000.00 

Notes  Receivable  are  dated  December  1,  1939,  and  are  due  Februarv 
1,  1941. 

IManagement  requested  that  no  confirmation  by  correspondence  be 
made  with  debtors. 

Physical  inventories  taken  December  31,  1939.  Management  re- 
quested no  verification  of  physical  quantities.  Inventories  are  stated 
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at  first-in  first-out  basis.  The  inventories  are  stated  at  the  lower  of 
■cost  or  market.  However,  work  in  process  and  finished  goods,  while 
stated  at  the  lower  of  cost  or  market,  are  valued  on  the  basis  of  actual 
cost  of  direct  labor  and  material,  but  the  overhead  is  included  at 
predetermined  rates. 

The  company  is  not  obligated  under  any  long-term  sales  contracts 
or  agreements  to  purchase  material.  There  is  no  pending  litigation 
instituted  by  or  against  the  company. 

System  of  internal  control  was  reviewed  and  accounting  procedures 
tested. 

Notes  Payable  are  dated  November  24,  1939,  and  are  due  February 
24,  1940. 

Annual  depreciation  rates — 21/2%  on  buildings;  5%  on  machinery 
and  equipment;  8%  on  office  furniture  and  fixtures. 

The  company  is  amply  insured. 


Thursday,  November  7,  1940,  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  5— Weight,  5 Points 

In  connection  with  the  examination  of  a manufacturing  concern, 
outline  the  procedure  you  would  follow  in  the  verification  of  the  inven- 
tory so  that  you  could  certify  to  financial  statements  of  the  company 
without  qualification  as  to  the  inventory. 


QUESTION  NO.  6— Weight,  8 Points 


You  have  been  engaged  to  make  an  audit  of  the  Women’s  Dress 
Shop  for  the  year  ended  August  31,  1940.  The  trial  balance  of  this 
corporation  on  that  date  is: 


Accounts  Payable 

Accounts  Receivable  . . 
Accrued  Payroll  Taxes 

Advertising  

Anticipation  Taken  . . . 

Bad  Debts  

Buying  Expense  

Capital  Stock  

Cash  in  Bank  

Cash  on  Hand  

Delivery  Expenses  . . . 
Discount  on  Purchases 

Dividends  

Electricity  

Improvements  

Insurance  

Inventories  


Debits 

Credits 

— 

$10,000.00 

$45,000.00 

— 



485.00 

6,000.00 

— 

— 

1,000.00 

1,000.00 

— 

3,000.00 

— 

— 

40,000.00 

12,000.00 

— 

1,000.00 

— 

2,000.00 

— 

— 

25,950.00 

6,000.00 



. 2,000.00 

— 

3,600.00 

— 

1,200.00 

— 

25,000.00 

— 
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Office  Expense  S2, 500.00  — 

Office  Fixtures  4,000.00  — 

Packing  Supplies  2,500.00  — 

Payroll  41,300.00  — 

Payroll  Taxes  1.652.00  — 

Petty  Cash  200.00  — 

Prepaid  Insurance  1,000.00  — 

Purchases  346,000.00  — 

Rent  9,000.00  — 

Reserve  for  Depreciation  on  Office  Fixtures  ...  — .51,000.00 

Reserve  for  Depreciation  on  Store  Fixtures  ....  — 2.700.00 

Sales  — 435,000.00 

Store  Fixtures  6,000.00  — 

Surplus  — 12,317.00 

Taxes  4.500.00  — 

Workroom  Expense  2,000.00  . — 


Totals  8528,452.00  8528,452.00 


In  the  course  of  your  audit  you  ascertain  the  following: 

1.  The  Accounts  Receivable  contain  $3,000.00  of  accounts  doubt- 
ful of  collection,  the  remaining  accounts  being  current. 

2.  An  analysis  of  the  payroll  account  disclosed  the  following  dis- 
tribution: 


Dress  Department  Salaries  $15,000.00 

Coat  Department  Salaries  6,000.00 

Workroom  Wages  3,000.00 

Storeroom  and  Shipping  Wages  2,000.00 

Watchmen  and  Cleaners  2,500.00 

Officers  Salaries 7,800.00 

Office  Salaries  5,000.00 


3.  A summary  of  the  sales  shows  the  sales  to  have  been  made  as 
follows: 

Dresses  $285,000.00 

Coats  142,500.00 

Alterations  7,500.00 


4.  An  analysis  of  the  inventory  account  shows  the  inventory  at 
the  beginning  of  the  year  to  be  divided  as  follows: 


Dresses  $15,000.00 

Coats  9,000.00 

Packing  Supplies  1,000.00 


5.  A summary  of  purchases  shows  the  purchases  to  have  been  made 
as  follows: 


Dresses 
Coats  . 


$235,000.00 

111,000.00 


6.  No  physical  inventory  of  merchandise  has  been  taken  but  sea- 
sonal verification  of  the  inventory  has  been  made  on  the  basis  of  the 
retail  method.  On  investigation  you  learn  the  following  facts: 
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Dresses  Coats 

Inventory  at  Beginning  at  Retail  . . $19,000.00  $12,500.00 

Purchases  at  Retail  299,500.00  151,000.00 

Special  Allowance  to  Institutions,  etc.  7,000.00  4,000.00 

Mark-Ups  1,500.00  1,000.00 

Mark-Downs  7,500.00  4,500.00 

Shortage  in  Inventories 500.00  300.00 


The  packing  supplies  on  hand  on  August  31,  1940,  were 
valued  at  $1,100.00. 

7.  The  store  is  leased  on  a ten-year  lease  which  expires  September 
1,  1945,  and  the  improvements  will  have  no  value  at  the  expiration 
of  the  lease.  The  store  fixtures  at  that  time  will  have  a residual  value 
of  $600.00  and  the  office  fixtures  will  have  an  average  remaining  life 
of  15  years  from  August  31,  1939. 

8.  The  floor  space  occupied  by  the  various  departments,  expressed 


in  percentage  form,  is: 

Dresses  45% 

Coats  25% 

Workroom  10% 

Storeroom  and  Shipping  15% 

Office  5% 


9.  You  may  assume  that  the  various  taxes  (income  and  capital 
stock)  due  the  Federal  and  State  Government  will  be  equivalent  to 
25%  of  the  net  profits  before  such  taxes. 

REQUIRED: 

(a)  Computation  of  inventories  at  the  end  of  the  year. 

(b)  Statement  of  Profit  and  Loss  for  the  year  ended  August  31, 
1940,  showing  an  analysis  of  departmental  profits. 


QUESTION  NO.  7 — Weight,  5 Points 

A company  using  standard  costs  has  prepared  the  following  state- 
ments of  manufacturing  cost  of  sales  and  manufacturing  expense: 

Manufacturing  Cost  of  Sales 


Standard  Cost  of  Sales  $1,484,000.00 

Variance,  Productive  Labor  Cost  3,000.00* 

Variance,  Material  Cost  136,000.00* 

Variance,  Manufacturing  Expense  28,000.00 

Inventory  Adjustment  31,000.00 

Research  54,000.00 

Royalties  6,000.00 


Total  $1,464,000.00 


• Deduction. 
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Statevient  oj  Manufacturing  Expense 


Actual 

Expense 

Superintendents,  Foreman,  etc $30,000.00 

Factory  Accounting  20,000.00 

Production  Clerks,  Inspectors,  etc 31,000.00 

Crane  and  Elevator  Operators  16,000.00 

Miscellaneous  Factory  Labor  35,000.00 

Miscellaneous  Factory  Supplies  9,000.00 

Fuel  and  Water  4,000.00 

Defective  Work  16,000.00 

Power  24,000.00 

Instruction  13,000.00 

Overtime  14,000.00 

Tools  and  Small  Equipment  17,000.00 

Repairs  35,000.00 

Miscellaneous  Factory  Charges  39,000.00 

Provision  for  Depreciation  58,000.00 

Insurance  and  Taxes  31,000.00 

Provision  for  Inventory  Losses  12,000.00 


Budgeted 

Expense 

$31,000.00 

19.000. 00 

27.000. 00 

11.000. 00 

29.000. 00 
6,000.00 

4.000. 00 

11.000. 00 

27.000. 00 

7.000. 00 

4.000. 00 

13.000. 00 

39.000. 00 

32.000. 00 

58.000. 00 

30.000. 00 

12.000. 00 


Total  Manufacturing  Expense 


$404,000.00  $360,000.00 


Activity  of  Plant  for  Period  110%  of  Normal 

Manufacturing  Expense  Charged  to  Work  in 
Process  (Hours  Worked  X Costing  Rate)  ...  $376,000.00 

REQUIRED: 


(a)  What  is  the  significance  of  the  various  captions  included 
in  the  statement  of  manufacturing  cost  of  sales,  and  what  con- 
clusions would  you  draw  from  the  figures  shown  in  the  vari- 
ance accounts? 

(b)  What  conclusion  would  you  draw  from  a study  of  the  state- 
ment of  manufacturing  expense? 


QUESTION  NO.  8— Weight.  7 Points 

Outline  a system  of  accounts  and  records  you  would  recommend 
for  an  automobile  agency  selling  300  new  cars  each  year,  maintaining 
a fully  equipped  repair  shop  and  parts  and  accessory  department. 


Friday,  November  8,  1940,  from  9 A.  M.  fo  1 P.  M. 


QUESTION  NO.  9— Weight,  6 Points 

REQUIRED: 

1.  Define  the  following  and  discuss  the  method  of  determination 
of  each  and  its  treatment  in  financial  statements. 

(a)  Depreciation 

(b)  Depletion 
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(c)  Amortization 

(d)  Obsolescence 

2.  Describe  the  proper  method  or  methods  to  be  used  in  accounting 
for  depreciation  on  appreciation,  resulting  from  a recorded  ap- 
praisal, (a)  for  the  purpose  of  operating  statements,  and  (b)  the 
surplus  accounts. 

3.  Is  there  any  restriction  on  the  use  of  the  funds  arising  from 
the  accumulation  of  the  depreciation  charged  to  operations,  from 
an  economic  viewpoint? 


QUESTION  NO.  10— Weight,  9 Points 

You  have  been  engaged  to  audit  the  records  of  the  Community 
Water  Company  (Class  A Water  Company),  a Pennsylvania  cor- 
poration, for  the  year  1939. 

The  preliminary  trial  balance  of  the  general  ledger  as  of  December 
31,  1939,  was  as  follows: 


Property  and  Plant  83,635,000.00  — 

Cash  75,000.00  — 

Accounts  Receivable,  Consumers  50,000.00  — 

Reserve  for  Accounts  Receivable,  Consumers  — $2,500.00 

Unbilled  Water  Service  (1939)  40,000.00  — 

Accounts  Receivable,  Miscellaneous  500.00  — 

Inventory,  Materials,  Supplies,  etc 80,000.00  — 

Bond  Discount  and  Expense  39,500.00  — 

Other  Deferred  Charges  25,000.00  — 

Trusteed  Funds  1,065,000.00  — 

First  Mortgage  Bonds,  3i%,  due  3/1/69  — 1,500,000.00 

Notes  Payable  to  Trustee  — • 650,000.00 

Current  Liabilities  — 60,000.00 

Consumers’  Advances  and  Deposits  — 85,000.00 

Reserve  for  Retirement  and  Replacement  of  Plant  . — 1,000,000.00 

Reserve  for  Workmen’s  Compensation  Insurance  ...  — 15,000.00 

Reserve  for  Excess  Fire  and  Other  Insurance — 25,000.00 

Reserve  for  Contingencies  — 25,000.00 

Capital  Stock  Outstanding  — • 1,500,000.00 

Surplus  — 100,000.00 

Profit  and  Loss  (Net)  — 47,500.00 


$5,010,000.00  $5,010,000.00 


As  a result  of  your  examination,  the  following  items  were  subjected 
to  special  scrutiny  and  possible  adjustment  of  the  records: 

Additions  to  property  and  plant  during  the  year  consisted  of 
$250,000.00,  covering  the  contract  price  of  a new  office  building, 
$7,500.00  for  architects’  fees  and  $7,500.00  for  miscellaneous  additions. 

The  contract  for  the  new  building  required  payments  of  $50,000.00 
each  on  April  1,  May  1,  June  1,  July  1,  and  August  1,  1939.  Con- 
struction of  this  building  was  started  March  1,  1939,  and  was  com- 
pleted, ready  for  occupancy,  on  June  30,  1939. 
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Depreciation  was  taken  on  the  new  building  at  the  rate  of  2%  per 
annum  from  July  1,  1939,  and  at  varying  rates  on  other  additions 
from  the  dates  of  installation.  The  rates  used  were  approved  by  the 
Public  Utility  Commission.  Replacements  and  retirements  were  prop- 
erly recorded. 

The  Reserve  of  $2,500.00  for  Accounts  Receivable,  Consumers,  was 
provided  for  possible  losses  from  accounts  billed  in  1939  and  was 
considered  adequate. 

Bond  Discount  and  expense  included  $9,500.00  applicable  to  an 
issue  of  5%  bonds,  due  Alarch  1,  1943,  which  were  retired  as  of 
March  1,  1939,  and  $30,000.00  applicable  to  a new  issue  of  3%% 
bonds,  due  Alarch  1,  1969.  The  discount  and  expense  applicable  to 
the  5%  bonds  was  being  amortized  at  the  rate  of  $250.00  per  month, 
$3,000.00  was  charged  to  profit  and  loss  on  this  account  during  1939. 
No  amortization  was  taken  on  the  bond  discount  and  expense  ap- 
plicable to  the  3%%  bonds.  The  Public  Utility  Commission  approved 
a plan  of  the  company  to  charge  off  the  unamortized  portion  of  the 
bond  discount  and  expense  applicable  to  the  5%  bonds  over  the  life  of 
the  current  issue,  beginning  March  1,  1939,  on  a straight  line  basis. 

Trusteed  Funds  represented  assets  held  by  a trustee  for  the  several 
reserve  funds  of  the  company.  Assets  held  by  the  trustee  at  December 
31,  1939,  comprised  the  following: 

Cash  $42,000.00 

175M  U.  S.  Treasury  Bonds  (at  cost)  175,000.00 

2001NI  Community  Water  Company  3^,4%  Bonds 

due  IMarch  1,  i069  (at  cost)  198,000.00 

Demand  Notes  of  the  Community  Water  Company  650,000.00 


$1,065,000.00 


These  funds  were  accumulated  under  a plan  approved  by  the  Public 
Utility  Commission,  which  provided,  in  general,  as  follows: 

1.  Payment  by  the  company  to  the  trustee  of: 

(a)  Cash  in  the  amount  of  depreciation  taken  and  credited  to 
the  Reserve  for  Retirement  and  Replacement  of  Plant. 

(b)  Cash  in  amount  approximating  the  ordinary  premiums  for 
workmen’s  compensation  insurance  and  credited  to  the 
Reserve  for  Workmen’s  Compensation,  and 

(c)  Cash  of  $25,000.00  at  the  inception  of  the  plan  to  provide 
for  contingencies. 

2.  Funds  may  be  invested  by  the  trustee  in  certain  types  of  bonds, 
including  bonds  of  the  Community  Water  Company  and,  under  cer- 
tain conditions,  may  be  loaned  to  the  company.  The  value  of  the 
investments  shall  be  set  up  in  accordance  with  the  regulations  of  the 
Public  Utility  Commission. 
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3.  Income  from  investments  held  by  the  trustee  is  accumulated  in 
the  Trust  and  is  taken  up  on  the  books  of  the  company  and  credited 
to  the  Reserve  for  Excess  Fire  and  other  Insurance,  rather  than  to 
Surplus. 

4.  Profits  and  losses  from  disposal  of  securities  held  in  the  Trust, 
other  than  bonds  of  the  Community  Water  Company,  are  recorded  as 
non-operating  revenue  or  non-operating  expense  being  credited  or 
charged  to  the  Reserve  for  Excess  Fire  and  other  Insurance,  rather 
than  to  Surplus. 

5.  The  Trustee  refunds  to  the  company  amounts  charged  to  the 
respective  reserve  accounts,  such  as  accumulated  depreciation  on 
assets  disposed  of  or  retired,  insurance  claims  paid  by  the  company, 
etc. 

In  addition  to  the  usual  transactions  during  the  year  under  audit, 
the  trustee  turned  in  for  redemption  at  102,  $200,000.00  Commimity 
Water  Company  5%  Bonds,  due  March  1,  1943.  The  $4,000.00  pre- 
mium received  was  remitted  to  the  company  and  credited  to  Surplus. 
The  trustee  purchased  $200,000.00  Community  Water  Company  31/2% 
Bonds,  due  March  1,  1969  at  99. 

As  of  March  1,  1939,  the  company  issued  $1,500,000.00  of  3i/^% 
First  Mortgage  Bonds,  due  March  1,  1969,  at  99  and  accrued  interest. 
Expenses  in  connection  with  this  issue  amounted  to  $15,000.00.  Pro- 
ceeds of  the  sale  were  used  as  follows: 

Retirement  as  of  March  1,  1939,  at  102  and  accrued  interest  of  5% 
First  Mortgage  Bonds,  due  March  1,  1943. 

$200,000.00  for  payment  of  bank  loans. 

$250,000.00  for  construction  of  new  office  building. 

Balance  for  working  capital. 

All  interest  paid  or  accrued  on  bonds  and  notes  payable  during  1939 


was  charged  on  the  books  to  profit  and  loss. 

Profit  and  loss  accounts  also  included  the  following: 

Bad  accounts  charged  off  (billed  prior  to  1939)  $800.00 

Recovery  of  accounts  charged  off  in  prior  years 300.00 

Rents  received  from  lease  of  property  1,800.00 

Interest  earned  on  consumers’  past  due  balances 200.00 

Insurance  premiums  paid  for  coverage  on  new  office  building 

during  construction  200.00 

Salary  of  inspector  assigned  to  oversee  construction  of  new 

office  building  600.00 


REQUIRED: 

Balance  Sheet  as  of  December  31,  1939. 

Reconciliation  of  profit  and  loss  account  per  books  with  adjusted 
profit  and  loss  statement. 

Reconciliation  of  surplus  account  per  books  with  surplus  account 
per  balance  sheet. 
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QUESTION  NO.  1 1 — Weight,  4 Points 

The  two  partners  of  a concern  conducting  a credit  wholesale  and 
a cash  retail  business  which  has  never  been  audited  call  upon  you  to 
arrange  for  an  audit.  Their  immediate  reason  for  desiring  an  audit 
is  that  they  have  become  suspicious  of  their  bookkeeper,  wdro,  although 
receiving  only  a nominal  salary,  apparently  has  been  living  at  a scale 
beyond  his  salary. 

The  accounting  controls  of  the  wholesale  division  are  good,  since 
about  95%  of  the  wholesale  accounts  are  settled  by  check.  The  retail 
division  is  conducted  through  one  large  store  without  inventory  con- 
trols and  with  the  following  accounting  controls: 

(1)  There  are  several  old  cash  registers  in  various  locations  which, 
while  not  equipped  with  audit  tapes,  do  record  the  register 
reading  under  lock. 

(2)  Each  evening  one  of  the  partners  checks  the  amount  in  the 
cash  registers  to  the  register  readings,  and  turns  the  register 
reading  back  to  ZERO ; places  the  money  in  an  ordinary  paper 
bag,  notes  the  amount  on  the  outside  of  the  bag,  and  locks  the 
bag  in  the  safe  for  delivery  to  the  bookkeeper  the  next  morning. 

(3)  The  bookkeeper  prepares  and  makes  the  daily  deposit  for  both 
the  wholesale  and  retail  divisions. 

REQUIRED: 

A.  What  procedure  would  you  follow  to  determine  whether  the 
bookkeeper  had  been  embezzling  receipts? 

B.  Briefly  outline  a simple  system  to  control  the  cash  transactions 
of  the  retail  division,  with  the  understanding  that  the  sales- 
people will  continue  to  use  the  same  cash  registers,  either  of 
the  two  partners  may  check  the  cash  registers  each  evening, 
and  that  the  bookkeeping  help  will  not  be  increased. 


QUESTION  NO.  12— Weight.  7 Points 

Dr.  Smith,  Superintendent  of  the  Mishap  Hospital,  which  is  a non- 
profit institution,  engages  you,  with  approval  of  his  Board  of  Man- 
agers, and  advises  you  that  he  is  not  satisfied  that  all  the  patients 
are  being  properly  charged  for  the  various  services  rendered  by  the 
hospital. 

He  submits  to  you  a trial  balance  of  the  asset,  liability  and  special 
funds  accounts  of  the  hospital  as  they  appear  on  its  books  at  October 
31st.  He  tells  you  that  heretofore  he  has  submitted  to  the  Board  an 
ordinary  commercial  form  balance  sheet  showing  the  assets,  liabilities 
and  special  funds,  but  that  some  of  the  hospitals  are  using  a Fund 
Form  of  balance  sheet. 
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REQUIRED: 

1.  Outline  your  procedure  for  testing  the  accuracy  of  the  recorded 
income  from  hospital  services  to  patients. 

2.  From  the  trial  balance  submitted,  prepare  balance  sheet  as  of 
October  31,  1940,  on  the  basis  of  funds.  Include  in  the  balance 
sheet  any  explanation  by  footnote  or  otherwise,  you  consider 
pertinent  if  the  balance  sheet  prepared  by  you  should  be  used 
in  the  published  annual  report. 

Following  is  the  trial  balance  of  the  hospital  at  October  31st: 

MISHAP  HOSPITAL 

Trial  Balance  oj  the  Asset,  Liability  and  Special  Funds  Accounts  at 

October  31, 1940 

Debits  Credits 

Accounts  Payable — General  — $72,000.00 

Accounts  Receivable — Patients  $13,400.00  — 

Accounts  Receivable — Sundry  400.00  — 

Accounts  Receivable — Associated  Hospital  Service  . . 5,800.00  — 

Accounts  Receivable — State  Appropriation  23,000.00  — 

Ambulance  1,200.00  — 

Bonds  Payable — Mishap  Hospital — 20-year  Mortgage 

6%,  due  11-1-50  — 700,000.00 

Bonds  Paj^able — Mishap  Hospital — 10-year  1st  Lien 

and  Refunding  Mortgage,  6%,  due  4/1/41  — 175,000.00 

Buildings  1,000,000.00  — 

Due  to  Endowment  Funds,  Annuities  — 5,000.00 

Farmers  Trust  Co. — General  Fund  (closed  hank)  . . 5,000.00  — 

Farmers  Trust  Co. — General  Endowment  Fund 

(closed  bank)  100.00  — 

Endowment  Fund  Investments,  Cost  204,100.00  — 

The  A Special  Fund  — 10,000.00 

The  B Special  Fund  — 5,000.00 

The  C Special  Fund  — 23,080.00 

The  D Special  Fund  — 1,000.00 

The  E Special  Fund  — 9,300.00 

A.  Gracious  Annuity  — 3,000.00 

General  Equipment  358,800.00  — 

General  Endowment  Fund  — 208,900.00 

General  Capital  ■ — 900,470.00 

A.  Gracious  Annuity  Investment — Due  by  General 

Fund  3,000.00  — 

General  Fund  Investments,  Cost  7,500.00  — 

Inventory — Medical  Supplies,  Food,  etc 20,000.00  — 

B.  Kind  Annuity  Investment — Due  by  General  Fund  2,000.00  — 

B.  Kind  Annuity  — 2,000.00 

Land  500,000.00  — 

Loans  Payable — Unity  Trust  Co — 50,000.00 

Loans  Payable — Individuals  — 25,000.00 

Loan  Receivable — School  of  Nursing  Loan  Account  150.00  — 

Motor  Co. — Accounts  Payable  (Ambulance  Deferred 

Payments)  — 800.00 

A Fund  Investment,  Cost  10,000.00  — 

B Fund  Investment,  Cost  5,000.00  — 

C Fund  Investment,  Cost  22,980.00  — 

D Fund  Investment,  Cost  1,000.00  ■ — 

E Fund  Investment,  Cost  9,300.00  — 
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Nurses  Training  School  Fund  — S2, 700.00 

(Nurses  leave  this  fund  with  hospital  for  safe- 
keeping.) 

Petty  (^ash  Fund  -S500.00  — 

Prepaid  Insurance  3,870.00  — 

Pay  Roll  Account  — 23,300.00 

Patients’  Charges  Deferred  — 13,400.00 

(Hospital  only  takes  into  income  hospital  services 
when  paid.) 

Reserve  for  Depreciation — Ambulance  — 200.00 

Reserve  for  Depreciation — General  Ecjuipment  — 17,800.00 

Reserve  for  Depreciation — X-Ray  Equipment — 7,000.00 

School  of  Nursing  Loan  Fund  — 300.00 

Unity  Trust  Co. — General  Fund  Account  10,500.00  — 

LTnity  Trust  Co. — General  Endowment  Account  ...  4,700.00  — 

Unity  Trust  Co. — School  of  Nursing  Account  2,700.00  — 

Unity  Trust  Co. — School  of  Nursing  Loan  Account  . 150.00  — 

Unity  Trust  Co. — C Special  Fund  Account  100.00  — 

X-Ray  Equipment  40,000.00  — 


$2,255,250.00  $2,255,250.00 


Friday,  November  8,  1940,  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  13— Weight,  6 Points 

Your  Firm  is  engaged  in  an  examination  of  the  South  Side  Bank 
and  Trust  Co.  as  at  December  10,  1939,  and  you  are  assigned  to  con- 
duct the  examination  of  the  Trust  Department  while  other  members 
of  your  Firm’s  staff  have  been  assigned  to  conduct  the  examination 
of  the  other  functions  of  the  bank. 

REQUIRED; 

1.  What  would  be  your  audit  procedure  in  the  examination  of  this 
Trust  Department  (procedure  for  verification  of  income  and  ex- 
penses not  required  for  this  problem)? 

2.  Prepare  a balance  sheet  of  the  Trust  Department  without  using 
amounts. 


QUESTION  NO.  14 — Weight,  9 Points 


You  have  been  assigned  to  make  an  examination  of  the  ABC 
Manufacturing  Company  and  its  subsidiary  company  for  the  year 
1939.  The  following  trial  balances  have  been  taken  from  the  books 
of  the  companies: 


ABC 

Manufacturing 

Company 


Cash  $100,000.00 

Accounts  Receivable  400,000.00 

Merchandise  Inventory  250,000.00 

Machinery  and  Equipment  400,000.00 

Prepaid  Insurance  10,000.00 

Merchandise  Purchases  2,100,000.00 


ABC 

Distributing 

Company 

$70,000.00 

450.000. 00 

350.000. 00 
75,000.00 

2,000.00 

3,725,000.00 
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Direct  Labor  $750,000.00  — 

Manufacturing  Expenses  535,000.00  — 

Selling  Expenses  — 300,000.00 

General  and  Administrative  Expenses  165,000.00  325,000.00 

Investment  in  ABC  Distributing  Company  150,000.00  — 

Dividend  Paid  75,000.00  50,000.00 


$4,935,000.00  $5,347,000.00 


Accounts  Payable  $250,000.00  $431,000.00 

Reserve  for  Depreciation  75,000.00  15,000.00 

Sales  3,650,000.00  4,250,000.00 

Capital  Stock  500,000.00  200,000.00 

Surplus  420,000.00  451,000.00 

Dividend  Received  40,000.00  — 


$4,935,000.00  $5,347,000.00 


In  addition,  your  examination  discloses  the  following  facts: 

1.  All  of  ABC  Manufacturing  Company  products  are  marketed  by 
the  subsidiary  company  and  are  sold  to  it  at  a price  sufficient  to  gross 
10%  on  sales  to  the  ABC  Manufacturing  Company  in  accordance 
with  contracts  dated  January  1,  1937.  ABC  Distributing  Company 
also  markets  other  products  but  carries  no  inventory  of  these  products; 

2.  Intercompany  accounts  are  in  agreement.  ABC  Distributing 
Company  owed  $400,000.00  to  ABC  Manufacturing  Company  at  De- 
cember 31,  1939; 

3.  The  ABC  Distributing  Company  stock  was  acquired  on  Decem- 
ber 31,  1935,  for  $150,000.00  and  represents  1,600  shares  of  the  total 
of  2,000  shares  outstanding.  At  December  31,  1935,  the  net  worth  of 
the  ABC  Distributing  Company  was  $300,000.00,  represented  by 
$200,000.00  of  capital  stock  and  $100,000.00  of  surplus; 

4.  The  inventory  accounts  on  the  trial  balance  are  the  January  1, 
1939,  inventories.  The  inventories  at  December  31,  1939,  are: 


ABC  Alanufacturing  Company  $350,000.00 

ABC  Distributing  Company  425,000.00 


5.  Assume  tax  liabilities  not  shown  on  trial  balances  to  be  20%  of 
profit  before  taxes; 

6.  No  .surplus  adjustments  were  recorded  during  the  year; 

7.  All  other  accounts  are  found  to  be  correct  as  stated  on  trial 
balance. 

REQUIRED: 

Prepare  Individual  and  Consolidated  Statements  (showing  make- 
up of  consolidated  statements)  as  follows: 

Balance  Sheets,  December  31,  1939 

Statements  of  Profit  and  Loss  for  the  Year  Ended  De- 
cember 31,  1939 

Analyses  of  Surplus  for  the  Year  Ended  December  31,  1939 
Work  sheet,  if  clear,  will  be  accepted. 
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QUESTION  NO.  1 5— Weight,  8 Points 

John  Smith  died  August  15,  1939,  and  provided  by  Will  that  Helen 
Gray  and  Martha  Brown,  his  nieces,  should  be  given  $10,000.00  each; 
that  one-third  of  the  residue  of  his  estate  should  be  held  in  trust  and 
the  income  paid  to  his  wife;  that  one-third  of  the  residue  should  be 
held  in  trust  for  each  of  his  two  children,  John  and  Mary,  until  they 
attain  the  age  of  40,  the  income,  to  be  paid  them. 

Am  appraisal  of  his  estate  showed  him  to  possess  at  the  time  of  his 
death  the  following: 

Cash  of  $10,000.00 

Stocks,  having  an  appraised  value  of  $100,000.00 
Bonds,  having  an  appraised  value  of  $200,000.00 
Real  Estate,  ha\dng  an  appraised  value  of  $150,000.00 
Life  Insurance  Policies,  having  a face  value  of  $250,000.00,  $50,0000.00  of 
which  was  paid  to  his  wdfe  and  the  balance  paid  to  the  estate. 

The  executor  paid  the  legacies,  executor’s  commission  of  S'/o  and  at- 
torney’s fees  of  $10,000.00 

The  following  is  a summarj^  of  the  receipts  received  by  the  executor 
during  the  period  to  August  31,  1940: 


Sale  of  Stocks  (Appraised  Value,  $100,000,00)  $125,000.00 

Dividend  on  Stocks  5,000.00 

Interest  on  Bonds  12,000.00 

Rental  of  Real  Estate  15,000.00 

Sale  of  Real  Estate  (Appraised  at  $20,000.00)  25,000.00 

Additional  disbursements  were  made  by  the  executor  as  follows: 

Bonds  Purchased  $190,000.00 

Debts  of  Decedent  2,500.00 

Funeral  Expense  1,000.00 

Taxes  on  Real  Estate  5,000.00 

Repairs  to  Real  Estate  2,000.00 

Administration  Costs  200.00 

Mrs.  John  Smith  in  Distribution  5,000.00 

Mary  Smith  in  Distribution  5,000.00 

John  Smith  in  Distribution  5,000.00 

Income  Taxes  Paid  for  Decedent  3,500.00 

Income  Taxes  Paid  for  Estate  1,500.00 

Inheritance  Taxes  Paid  Commonwealth  of  Pennsylvania  ....  15,440.00 

Federal  Estate  Taxes  Paid  96,240.00 


REQUIRED : 

Prepare  the  account  of  the  above  Estate  for  filing  in  the  Orphans’ 
Court. 


19 


PENNSYLVANIA  DEPARTMENT  OF  PUBLIC  INSTRUCTION 


EXAMINATION  IN  COMMERCIAL  LAW 


Saturday,  November  9,  1940,  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidate — Study  the  questions  carefully  before  writing 
your  answers.  Do  not  repeat  the  questions  as  printed.  Where  a 
request  is  made  for  an  explanation  or  a discussion  give  the  rules 
of  law  applicable  and  show  how  they  produce  your  result.  Each 
question  is  entitled  to  the  weight  as  shown. 


QUESTION  NO.  1— Weight,  10  Points 

Which  of  the  following  -assets,  owned  by  a resident  of  Pennsylvania 
in  his  own  right,  are  taxable  for  State  purposes  under  “State  Personal 
Property  Tax  Act”  of  May  5,  1939?  In  answer  merely  use  the  word 
“Taxable”  or  “Non-taxable.” 

1.  Mortgage  given  by  a solvent  individual  payable  without  in- 
terest. 

2.  Promissory  note  of  solvent  individual  debtor. 

3.  Non-interest  bearing  book  account  of  solvent  -debtor. 

4.  Judgment  note  of  individual  solvent  debtor  wherein  maker  waives 
his  debtor’s  exemption. 

5.  Stock  of  National  Bank  having  its  place  of  business  in  Pennsyl- 
vania. 

6.  Bond  of  third  class  Pennsylvania  city. 

7.  Judgment  recovered  against  a Pennsylvania  municipality  grow- 
ing out  of  condemnation  of  land  for  public  purposes. 

8.  Bond  of  non-profit  domestic  corporation. 

9.  Share  of  stock  issued  by  -a  Pennsylvania  Building  and  Loan  Asso- 
ciation. 

10.  Agreement  of  sale  for  New  York  real  estate  which  articles  of 
agreement  bear  interest. 


QUESTION  NO.  2— Weight,  14  Points 

A.  Name  four  of  the  requirements  to  which  an  instrument  must 
conform  to  be  negotiable. 

B.  Is  the  negotiability  of  an  instrument  affected  if  it  is  (1)  written 
with  pencil  (2)  mimeographed  (3)  typewritten  (4)  written  in 
Hebrew? 

C.  In  an  audit  you  find  two  notes.  One  of  the  notes  was  given  by 
Harry  Smith  “payable  to  the  order  of  Richard  Roe”  and  contained 
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authority  for  an  attorney  to  appear  for  Harry  Smith  and  confess 
a judgment  against  him  “as  of  anj'  term”  (i.  e.,  at  any  time). 
The  second  note  was  given  by  Paul  Jones  “payable  to  the  order  of 
Sidney  Hess”  and  contained  authority  for  an  attorney  to  appear 
for  Paul  Jones  and  confess  a judgment  against  him  “at  maturity” 
in  event  of  non-payment.  Each  of  the  notes  were  payable  thirty 
days  after  date. 

What  effect,  it  any,  does  the  authority  to  confess  judgment, 
as  contained  in  the  notes,  have  upon  the  negotiability  of  the 
notes?  Discuss. 

D.  In  examining  the  assets  of  Star  Company,  you  find  a note  signed 

his 

at  the  end  thereof  as  follows  “John  X Smith.”  Assuming  the 

mark 

note  to  be  negotiable  in  all  other  respects,  does  the  form  of  the 
signature  affect  the  negotiability  of  the  note?  Explain. 

E.  1.  Harry  Jones,  the  payee  of  three  checks,  indorses  them  as  fol- 
lows : 

(a)  Harry  Jones — Without  recourse. 

(b)  Pay  to  June  Smith  only — Harry  Jones. 

(c)  Pay  to  the  order  of  Richard  Roe — Harry  Jones. 

Identify  the  kinds  of  indorsements  appearing  on  each  of  the 
above  checks. 

2.  xAre  there  any  other  kinds  of  indorsements  recognized  by  the 
Negotiable  Instruments  Act?  If  so,  name  them. 


QUESTION  NO.  3 — Weight,  10  Points 

A.  A natural  person,  other  than  a wage  earner  or  farmer,  must  owe 
debts  to  what  amount  to  be  adjudicated  an  involuntary  bankrupt? 

B.  Assuming  that  a debtor  has  more  than  twelve  creditors,  wdio  have 
provable  claims  fixed  as  to  liability  and  liquidated  as  to  amount, 
(1)  how  many  of  the  creditors  must  join  in  a petition  to  have  the 
debtor  adjudicated  a bankrupt  and  (2)  what  must  be  the  total  of 
the  petitioners’  claims  where  they  hold  no  securities? 

C.  May  an  individual  resident  of  Pennsylvania,  who  has  been  ad- 
judicated a bankrupt,  claim  a debtor’s  exemption.  If  so  in  what 
amount? 

D.  Mention  four  kinds  of  claims  against  a bankrupt  that  are  not 
affected  by  his  discharge  in  bankruptcy. 

E.  Where  a bankrupt  has  been  properly  discharged  in  bankruptcy 
and  thereafter  orally  promises  to  pay  one  of  his  creditors  the 
balance  due  on  an  account,  a claim  for  which  had  been  filed  with 
the  referee  but  upon  which  payment  in  full  was  not  made  by  the 
referee  because  of  insufficient  assets,  can  the  creditor  sustain  an 
action  against  the  bankrupt  for  the  debt?  Discuss. 


21 


PENNSYLVANIA  DEPARTMENT  OF  PUBLIC  INSTRUCTION 


QUESTION  NO.  4— Weight,  10  Points 

Under  the  “Business  Corporation  Law”  of  Pennsylvania: 

1.  How  many  incorporators  are  required  in  the  formation  of  a 
corporation? 

2.  Name  three  qualifications  of  such  incorporators. 

3.  What  is  the  minimum  amount  of  paid-in  capital  with  which  a 
corporation  may  begin  business? 

4.  The  board  of  directors,  to  manage  the  business  and  affairs  of  a 
corporation,  must  consist  of  how  many  members? 

5.  Is  it  necessary  that  the  directors  be  (a)  residents  of  Pennsyl- 
vania and  (b)  shareholders  in  the  corporation?  Discuss. 

6.  Which  of  the  following  offices  are  mandatory?  Answer  by  the  use 


of  the  words  “Yes”  or 

(a) 

Manager 

(b) 

Treasurer 

(c) 

President 

(d) 

Chairman 

(e) 

Vice-President 

(f) 

Secretary 

7.  Is  it  necessary  for  the  officers  to  be  directors? 

8.  May  one  individual  hold  at  the  same  time  the  offices  of  (a)  Presi- 
dent and  Secretary;  (b)  President  and  Treasurer?  In  answering 
assume  that  the  articles  and  by-laws  contain  no  provisions  re- 
lating thereto.  Answer  each  by  the  use  of  the  word  “Yes”  or  “No.” 

9.  Is  cumulative  voting  by  shareholders  permissible  in  the  election 
of  director  irrespective  of  whether  provision  therefor  is  made  in 
the  by-laws? 

10.  Is  a shareholder  personally  liable  for  any  debt  or  liability  of  the 
corporation?  If  so  (a)  for  what  kind  of  debt  and  (b)  what  is 
the  maximum  extent  of  the  shareholder’s  liability  where  the  stock 
has  a par  value? 


QUESTION  NO.  5— Weight,  12  Points 

A.  Name  four  fundamental  requisites  of  a contract. 

B.  Abe  Green  and  Boyd  Hill,  both  being  of  full  age,  entered  into  a 
written  contract  on  Sunday,  November  3,  1940,  in  which  contract 
Green  agrees  to  sell  to  Hill  his  car  on  Friday,  November  8,  1940. 
Hill  intends  to  use  the  car  for  his  pleasure  and  not  in  business. 
On  November  8,  1940,  Hill  refuses  to  purchase  the  car.  Can 
Green  enforce  the  performance  of  the  contract  entered  into  on 
Sunday?  If  the  contract  had  been  entered  into  on  Friday,  No- 
vember 1,  1940,  to  be  performed  on  Sunday,  November  3,  1940, 
would  the  result  be  different?  Explain. 

C.  Harry  Stoner,  on  his  19th  birthday,  desires  to  purchase  for  his 
personal  pleasure  and  not  for  business  an  automobile  from  Boyd 
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Brown.  Stoner  wishes  to  pay  for  the  car  on  the  installment  plan. 
Brown,  with  full  knowledge  of  Stoner’s  age,  agrees  to  lease  the 
car.  Stoner  and  Brown  execute  a bailment  lease  by  the  terms  of 
w'hich  Stoner  is  to  make  a down  payment  of  S80.00  in  cash  and 
agrees  to  pay  rental  of  $30.00  per  month  thereafter  for  the  next 
twenty-four  months.  It  is  also  provided  in  the  lease  that  upon 
the  payment  of  the  final  installment  and  an  additional  sum  of  One 
Dollar  the  car  is  to  be  the  property  of  Stoner.  On  Stoner’s 
twenty-first  birthday,  the  day  upon  which  the  final  installment 
became  due,  he  decided  he  did  not  wish  to  purchase  the  car.  May 
Stoner  return  the  car  to  Brown  and  recover  the  money  already 
paid  by  him  to  Brown?  Discuss. 


QUESTION  NO.  6 — Weight,  14  Points 

Franklin  Jones,  James  Thomas  and  Momme  Wilson  orally  form  a 
partnership  for  profit  to  sell  oil  burners  and  determine  to  trade  under 
the  name  “Oilheat  Company.”  The  partnership  is  not  formed  for  a 
definite  term.  The  contributions  of  the  partners  to  the  capital  of  the 
partnership  are  as  follows:  Jones — $6,000,  'fhomas — $4,000,  Wilson — ■ 
an  experienced  oil  burner  salesman,  contributes  no  money  but  agrees 
to  use  his  knowledge  and  skill  for  the  exclusive  benefit  of  the  partner- 
ship. 

1.  In  order  to  lawfully  trade  in  Pennsylvania  under  the  name  “Oil- 
heat  Company”  what  should  the  partners  do? 

2.  At  the  end  of  one  year  the  partnership  has  a profit  of  $3,000. 
In  what  proportions  is  distribution  of  the  profit  to  be  made? 

3.  A note  confessing  a judgment  is  given  to  Corn  Bank  signed  in 
the  following  manner  “Oilheat  Company  Franklin  Jones  Mon- 
roe Wilson.”  The  money  realized  from  the  note  is  used  for 
partnership  purposes.  Thomas  had  not  authorized  the  execu- 
tion of  the  note,  never  ratified  it  and  now  objects  to  the  payment 
thereof.  A judgment  was  confessed  on  the  note.  As  to  the  judg- 
ment so  confessed  what  is  (a)  the  liability  of  the  partnership 
and  (b)  the  individual  liability  of  each  of  the  partners? 

4.  Monroe  Wilson  becomes  an  involuntary  bankrupt.  What  effect 
does  Wilson’s  adjudication  as  an  involuntary  bankrupt  have 
upon  the  partnership  and  who  is  entitled  to  receive  his  interest 
therein? 

5.  James  Thomas  dies  leaving  a wife,  Mary  Thomas,  and  sons, 
Harry  Thomas  and  Paul  Thomas,  and  by  his  will  names  State 
Bank  his  executor  and  bequeaths  his  share  in  the  partnership  to 
his  son,  Harry.  Franklin  Jones  and  Monroe  Wilson  liquidate 
the  partnership  assets  and  have  a net  sum  of  $13,000  for  dis- 
tribution among  the  partners.  To  whom  would  Jones  and  Wilson 
pay  the  $13,000  and  in  what  amounts? 
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QUESTION  NO.  7— Weight,  10  Points 

John  Smith  died  intestate  leaving  as  his  sole  heirs  at  law  his  widow, 
Mary  Smith,  and  a son,  Harry  Smith.  His  estate  contains  sufficient 
personal  property  to  pay  all  of  his  debts,  burial  expenses  and  costs  of 
administration.  In  making  an  audit  of  the  estate  you  find  five  deeds  in 
which  the  grantees  are  identified  as  follows: 

(a)  John  Smith  and  Mary  Smith,  his  wife. 

(b)  John  Smith  and  Paul  Jones,  as  tenants  in  common. 

(c)  John  Smith  and  William  Stone,  as  joint  tenants  with  right  of 
survivorship. 

(d)  John  Smith  and  Ross  Wilt,  partners  trading  and  doing  busi- 
ness under  the  name  and  style  of  “Smith  Printing  Company.” 

(e)  John  Smith  and  Mary  Smith,  his  wife,  and  James  Monroe. 

Who,  immediately  upon  the  death  of  John  Smith,  are  the  legal  own- 
ers of  the  real  estate  in  each  of  the  above  cases  and  what  fractional 
interest  does  each  have?  Explain  each  answer. 


QUESTION  NO.  8— Weight,  12  Points 

On  January  1,  1941,  Harry  Rich  advises  you  that  on  September  15, 
1940,  he  made  a gift  of  Fifty  Thousand  ($50,000)  Dollars  in  cash  to 
his  daughter,  Mary,  and  a gift  of  Three  Thousand  Five  Hundred 
($3,500)  Dollars  in  cash  to  his  son,  John.  The  children  are  adults. 
The  gifts  were  not  made  in  contemplation  of  death.  The  motive  for 
the  gifts  was  love  and  affection.  The  donor  never  made  any  other 
gifts. 

1.  Will  Harry  Rich  be  permitted  to  claim  as  a deduction  the  afore- 
said gifts  on  his  federal  income  tax  return  for  the  year  1940? 

2.  Will  the  donees  include  their  respective  gifts  as  “income”  in 
their  federal  income  tax  returns  for  the  year  1940? 

3.  Are  either  of  the  gifts  subject  to  a gift  tax  under  (a)  federal 
statutes  or  (b)  statutes  of  Pennsylvania?  If  so,  what  reports 
must  be  filed  as  to  each  of  the  gifts  and  by  whom? 

Answers  are  to  be  predicated  on  existing  statutes. 


QUESTION  NO.  9— Weight,  8 Points 

A.  In  an  audit  of  Sportland  Club,  a non-profit  corporation,  incorpo- 
rated under  the  “Non-profit  Corporation  Law”  of  1933  and  hav- 
ing as  its  corporate  purpose  the  maintenance  of  a private  park 
for  the  members  of  the  club,  you  find  that  it  was  organized  upon 
a stock  share  basis.  One  hundred  shares  of  stock  were  issued 
having  denominations  of  One  Hundred  ($100)  Dollars  each.  The 
club  does  not  contemplate  dissolution.  From  the  records  of  the 
corporation  it  appears  that  during  the  fiscal  year  just  ending  a 
net  profit  of  Two  Thousand  ($2,000)  Dollars  was  made  in  the 
operation  of  the  club.  May  this  profit  be  distributed  to  the  share- 
holders in  the  form  of  a dividend?  Give  explanation  for  answer. 

B.  May  a non-profit  corporation  allow  compensation  to  its  directors 
for  their  services? 
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